Donaldson, Lufkin & Jenretie

Donatdson, Lufkin & Junretis Secunties Carporation :
277 Patk Avenug, New York, New York 10472 « 212) BE2-3000 . £

June 15, 2000

PRIVATE AND CONFIDENTIAL

The Board of Directors

CareFirst BlueCross BlueShield
10455 Mill Run Circle

Owings Mills, Maryland 21117-4208

Arntention:  Mr. William S. Jews
President and Chief Executive Officer

Ladies and Gentlemen: ,
This letter agreement (the “Agreement’”) confirms our understanding that CareFirst BlueCross
BlueShield (“CareFirst” or the “Company”) has engaged Donaldson, Lufkin & Jenrette Securities
Corporation (“DIJ") to act as its exclusive financial advisor, commencing upon your acceptance
of this Apreement, with respect to assisting you in analyzing strategic financial matters, including,
without limitation, (A) advising you on issues related 10 2 possible conversion of the Company
from a not-for-profit corporation 10 8 for-profit stock corporation (2 “Conversion Transaction®),
(B) the arrangement of one or rmore Joans or credit facilities for the Company Or the sale,
placement or other distribution of the Company's equity or debt securities to publir'c or privale
investors (including the possibility of an initial public offering of common stock of the Company)
(a “Capital Transaction”), and (C) (i) the sale, merger, consolidation or any other business
combination, in one or 2 series of ransactians, involving al] or substantially all of the business,
secunities or assets of the Company (2 “Disposition Merger Transaction); (ii) the acquisition (and
any related matters such as financings, divestitures, etc.), in one or a series of transactions, of all or
a portion of the business, securities or assets of another entity or person (an “Acquisition Merger
Transaction” and, together with Disposition Merger Transactions, 2 “Merger Transaction” and,
together with Conversion Transactions and Capital Transactions, & “Transaction”). :

1. As discussed, we propose to undertake certain services on your behalf including to the
extent requested by you: (i) evaluating the operations, historical performance and furure prospects
of the Company and the strategic alternatives available to the Company; (ii) essisting you, if
requested, in prepanng a prospectus, offering memorandum or private placement memorandur, as
the case may be, describing the Company, it operations, its historical performance and jts furre
prospects; (iii) acting as lead initial purchaser, managing underwriter, manager, arranger or
placement agent (as the case may be) in any Capital Transaction undertaken by the Company; (iv)
in the case of a Merger Transaction, identifying and contacting selected gqualified investors,’
acquirers or targets acceptable to you; (v) in the zase of a Merger Transaction, arranging for
potentia] investors of acquirers to conduct business investigations; (vi) assisting the Company to
identify financial and structural issues relevant to any proposed Transaction; (vii) in the case of a
Merger Transaction, negotialing the financial aspects of any proposed Merger Transaction under
your guidance; and (viii) delivering an opinion to the Board of Directors of the Company, if
requested, as to the fairness from a financial point of view of the consideration 1o be recejved by
the Company or the party or parties deemed 10 beneficially own the securities of assets being sold
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or transferred (in the case of a Disposition Merger Transaction or transfer of the Company's assets
in 2 Conversion Transaction) or paid by the Company (in the case of an Acqguisition Merger

Transaction).

2. As compensation for the services 1o be provided by DLJ hereunder (and previously
provided), the Company agrees (i) to pay to DLJ (a)(1) & monthly retainer fee of $150,000, payable
at the beginning of each month, for the three month period beginning May 1, 2000 and concluding
July 31, 2000; (2) a monthly retainer fee of $100,000, payable at the beginning of each month
beginning August I, 2000 and concluding upon the sooner of December 31, 2000 or the
termination of this Agreement; and (3) & monthly retainer fee of $50,000, payable at the beginning
of each month beginning January 1, 2001 and concluding upon the termination of this Agreement,
(b) a fee payable (a “Conclusion Fee") equal to $500,000 if the Company elects to terminate this
Agreement, (c) in the event a Capital Transaction or a Merger Transaction occurs, the additional
cash compensation set forth in Section 3 below, (d) a fee of $750,000 at the time DLJ notifies the
Board of Directors of the Company that it is prepared to deliver DLI's opinion referred to in

_clause (viij) of Section 1 of this Agreement, irrespective of the conclusion reached therein and (e)
an additional fee of $50,000 for each update of a prior opinion delivered by DLJ with respect to &
Transaction, and (3i) upon request by DLJ from time to time, to rejmburse DLJ promptly for all
out-of-pocket expenses (including the reasonable fees and expenses of counsel) incurred by DL] i
connection with its engagement hereunder, whether or not a Transaction is consummated. In the
event that additional cash compensation is paid to DLJ (as described in Section 3) infconnection
with 2 Merger Transaction or Capital Transaction, the Conclusion Fee referred to in H(i)(b) above
will not be payable. As DLI will be acting on your behalf, the Company agrees 10 the
indemnification and other obligations set forth in Schedule I attached hereto, which Schedule is an

integral part hereof.

3. The additional cash compensation referred to in clause (i)(c) of Section 2 above shall be
(i) in the case of a Capital Transaction, 2 mutoally agreed upon gross spread at rates normal and
custornary for similar transactions and (ii) in the case of a Merger Transaction, an amount egual 10
one percent (1.0%) of the aggregale consideration involved in the Merger Transacton which is
equal to the sum of (1) the consideration paid by or received by the Company, of the party or
parties deemed to beneficially own the equity of the Company, at the closing of the Merger
Transaction (treating any shares or other interests issuable upon exercise of options, warrants or
other rights of conversion as outstanding), plus the amount of any debt or preferred stock assumed
or acquired or retired or defeased in connection with the Merger Transaction, and (2) the aggregate
amount of capital comrnitied to be contributed to the Company or any successor pursuant (o the
" definitive agreement or required to be contributed to the Compapy or apy successor by any
government or regulatory agency in connection with the Merger Transaction. In the case of a
Merger Transaction, this additional cash compensation due to DLJ shall be reduced by the amount
paid by the Company pursuant to clause (1)(2)(2), (I)a)(3), (i)(d) and (i)(e) of Section 2 above, but
in no event shall this additional cash compensation due to DLJ be less than $1,000,000. In the
event that the Company enters into an agreement in-connection with a Merger Transaction, and
such Merger Transaction is terminated for any reason requiring the payment of a brealup fee to the
Company, DLJ shall be entitled to receive twenty percent (20.0%) of such breakup fee.
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4 1In the event that the consideration received in a Merger Transaction is paid in whole or
in part in the form of securities or other assets, the value of such securities or other assets, for
purposes of calculating our additional compensation, shall be the fair market value thereof, as the
parties hereto shall murually agree, on the day prior to the consummation of the Merger
Transaction; provided, that if such consideration includes securities with an existing public trading
market, the value thereof shall be determined by the average of the last sales price for such
securities on the ten trading days prior to such consummation. In the event that all or some portion
of the consideration is related to the future earnings, operations, membership or customer base of
the Company, the portion of DLJ's compensation relating thereto shall be calculated and shall be
peid in accordance with the preceding paragraph based on 2 mutually agreed upon estimated net
present value thereof. :

5. In the event that the Company requests that DL provide it with financial advisory
services in connection (i) with a yansaction which is not a Transaction or (i) for which aggregate
consideration (as described in Section 3) cannot be readily calculated, the Company and DLJ will
in good faith mutually agree upon acceptable compensation for DLJ taking into account, among
other things, the custom and practice of investment bankers of intemational standing acting in
similar transactions. The Company and DLJ agree to reach such conclusion on a timely basis.

6. In the event that the Company decides Lo enter into (i) a Transaction or (i) 2 transaction
which is not a Transaction, and the aggregrate consideration to be paid by the Company or 10 be
received by the Company in connection with such Transaction or transaction (2) carj be readily
calculated and (b) is less than $25,000,000, then the Company shall have the right fo engage 2

finzneial advisory firm other than DLI. :

7. The Company shall make available to DLJ all financial and other information conceming
its business and operations which DLJ reasonably requests as well as any other information
relating to any Transaction prepared by the Company or any of its other advisors. In performing
its services hereunder (including, without limitation, in giving an opinion of the type referred to in
the second paragraph hereof), DLJ shall be enttled 1o rely without investigation upon ali
information that is available from public sources as well as a]l other information supplied to it by
or on behalf of the Company or its advisors and shall not.in any respect be responsible for the
accuracy or completeness of, or have any obligation to verify, the same or to conduct any appraisal

of assets.

§. Any opinion requested by the Company and any advice, wrinten or oral, provided by DLJ
pursuant to this Agreement is provided solely for the benefit of the Company, and may not be
relied upon by any other party. The Company will ‘mot use, circulate, quote or reference any
wptten opinion, valuation or Board presentation without the prior written consent of DLJ, which
consent shall not be unreasonably withheld. Any writien opinion of DLJ will not be filed with,
included in or referred to in whole or in part in any Tegistration statement, proxy staternent Of ENY
other public solicitation docurnent, except in each case with our prior written consent. However,
DLJ agrees that any of its written opinions may be introduced as evidence and such opinions or
any advice may be otherwise referred to and used by the Company in any proceedings before or
other maners before any government agency related to 2 Conversion Transaction, provided
however that the Company uses reasonable efforis 1o atrain confidential treatment for such

information. '
OCC 009038

ELL LY PN RN IVA Ve Vel 20 B Y
e




willjam 8. Jews
CareFirst BlueCross BlueShield . June 15, 2000

Page 4

g This Agreement may be terminated bY either the Company OF DL upon receipt of

written notice to that effect by the other party. Upon any termunation of this Agreement by the

Company, DL will be entitled t© prompt payment of all fees accrued prior to such termination and
rejmbursement of all oul-of-pocket expenses as described above. Upon &0y termination of this

Agreement bY DLJ, DLJ will be entitled to reimbursement of all out-of-pocket expenses as

described above. The indemnity and- other provisions contained in Sched
operative and in full force and effect regardless of eny lermination of this AgreemenL.

10. In addition, if at any time prior to 18 months after &nYy sermination of this Agreement (if

{erminated by the Company or by DLJ with cause) 2 Transaction is executed for which DLJ is not
rwriter, anager.

givcn the option lo 2ct &S sole financial advisor, initial purchaser, managing unde
ent (as the case MAaY be) , DLJ will be entitled 10 payment in full of the

arranger or placement a8
compensation described in Section 2 of this lener as :f DLJ had so acted in the execution of such

Transaction.

11. If the Company determines to pursue any Capital Transaction, DLJ and the Cornpany

will enter into 4n underwriting, purchase agreement, loan agreement OF other sirnilar agreement

appropriate for the circumstances, containing provisions for, among other things, compensation,
and -customary

indemnification, contribution, and represcntations and warranties, which are usuval
for similar agreements entered into by DLJ of other investment bankers of international standing

acting in similar transaction. Absent execution and delivery by DLJ and the Company of such
s of the Company OT

agreement, DLJ shall have no obligation 10 purchase of place any securitie
make any 1oans . '

12. The Company acknowledges and agrees that
advice or services set forth in this Agreement. DLJ shall act as &0 indepen
guties of DLJ ansing out of its engagement hereunder shall be owed solely to the Company-.

dent cONIracior, and any

13. DLI acknowledges that the Company has previously engaged 1288 Mason Wood
‘Walker, Incorporated pussuant {0 an engagement letter dated February 28, 2000 in connnection
with potential opportunities for the sale of Parsxent Medical Group, Inc. 2 wholly-owned
subsidiary of the Company and recognizes that it will not be the exclusive financial advisor to the

Company in connection with this specific transaction.

14. This Agreement shall be binding LpOD and inure o the benefit of the Company: DL,
each Indemnified Person (as defined in Schedule 1 hereto) and their respective successors End
assigns.

15. This Agreement shall be governed By-, and construed
the Jaws of the State of New York applicable to contracts executed in and to be

sate.

and enforced in accordance with,
perf orped in that

16. 1f any term, provision, covenant Of resurction contained i this Agreement, inclvding
be invalid, void,

Schedule 1, 18 held by a court of competent jurisdiction or other autherity {0
unenforceable or against jts regulatory policy, the remainder of the terms, provisions, covenants
and reswictions contained in this Agreement shall remain in fall force and effect and shall 10 No

way be affected, impaired oF invalidated.

)
1
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se confirm that the foregoing is in accordance Wwith

After reviewing this Agreement, plea
to me the duplicate of this letier attached hereto,

your undersianding by signing and returning
whereupon it shall be our binding Agreement.

Very truly yours,

' DONALDSON, LUFKIN & JENRETTE
sEFURITIES CORPORATION

A -
By:
ohn W. Patterson
‘ Managing Director
Accepted and agreed to
this day of July, 2000

CAREWUECROSS ESHIELD
By: (2 / s Wz . .
William L ée/)/s . |

President and Chief Executi‘ve officer
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SCHEDULE 1

This Schedule I is a part of and is incorporated into that certain Jetter agreement (together,
the “Agreement™), dated June 15, 2000 by and between CareFirst -BlueCross BlueShield (the

“Company”) and Donaldson, Lufkin & Jenrette Securities Corporation (“DLI").

The Company agrees to indemnify and hold harmless DLI, its affiliates and its parent and its
affiliates, and the respective directors, officers, agents and employees of DLJ, its affiliates and its
parent and its affiliates (DLJ and each such entity or person, an “Indemnified Person”) from and
against any losses, claims, damages, judgments, assessments, COStS and other Jiabilities (collectively
“I jabilities”), and will reimburse each Indemnified Person for all fees and expenses (including the
reasonable fees and expenses of counsel) (collectively, “Expenses”) as they are incurred in
investigating, preparing, pursuing or defending any claim, action, proceeding or investigation,
whether or not in connection with pending or threatened litigation or arbitration and whether or not
any Indemnified Person is a party (collectively, “pctions”), (i) caused by, or arising out of or in
connection with, any untrue staiement or alleged untrue statement of 2 material fact contained in the
exclusive sale memorandum or offering memorandum or in the proxy statement, registration
statement or prospectus, if any, provided to the Company’s shareholders or policyholders or other
parties deemed to beneficially own the equity of the Company (including any amendments thereof
and supplements thereto, collectively, the “Djsclosure Documents™) or by any omission or alleged
omission to state therein a material fact necessary Lo make the statements therein, in light of the
circumstances under which they were made, not musleading (other than untrue statements or alleged
Antrue statements in, or omissions or alleged omissions from, information relating 1o an Indemnified
Person furnished in writing by or on behalf of such Indemnified Person expressly for use in the
Disclosure Documents) or (if) otherwise arjsing out of or in connectjon with advice. or services
rendered or to be rendered by any Indernified Person pursuant to this Agreement, thé transactions
conjemplated hereby or any Indemnified Person’s actions or inactions in connection With any such

advice, services or transactions; provided that, in the case of clause (ii) only, the Company will not
be responsible for any Lizabilities or Expenses of any Indernnified Person that are determined by &
judgment of a court of competent jurisdiction which is no longer subject to appeal or further review
'o have resulted solely from such Indemnified Person’s gross negligence or willful misconduct in
connection with any of the advice, actions, inactions or services referred 10 above. If multiple claims
are brought against an Indemnified Person in an arbitration, with respect to at least one of which
indemnification is permitted under applicable law and provided for under this Agreement, the
Company agrees that any arbitration award shall be conclusively deemned to be based on claims as to
"which indemnification is permitted and provided for, except 10 the extent the arbitration award
expressly states that the award, or any portion thereof, is based solely on a claim as 0 which
indemnification is not available. The Company also agrees to reimburse each Indermnified Person
for all Expenses as they are incurred in connection with enforcing such Indemnified Person’s rights
under this Agresment (including, without limitation, its rights under this Schedule I).

Upon receipt by an Indemnified Person of actual notice of an Action against such
Indemnified Person with respect to which indemnity may be sought under this Agreement, such
Indemmified Person shall promptly notify the Cornpany in WIiting; provided that failure 0 10 notify
the Company shall not relieve the Comnpany from any Jiability which the Company may have on
account of this indemnity or otherwise, except to the extent the Company shal) have been materially
prejudiced by such failure. The Company shall, if requested by DLJ, assume the defense of any such
Action including the employment of counsel reasonably satisfactory 10 DLJ. Any Indemnified
Person shall have the right to employ separale counsel in any such Action and Eanicipate in the
defense thereof, but the fees and expenses of such counsel shall be at the ‘expense of such
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Indemnified Person, unless: (i) the Company has failed promptly to assume the defense and employ
counsel or (ii) the named parties to any such Action (including any impleaded parties) include such
Indemnified Person apd the Company, and sach Indemnified Person shall have been advised by
counse] that there may be one o more legal defenses avajlable 1o it which are different from or in g
addition to those available to the Company; provided that the Company shall not in such event be W
responsible hereunder for the fees and expenses of more than one firm of separate counse] in
connection with any Action in the same jurisdiction, in addition to any Jocal counsel. The Company
shall not be liable for any sertlement of any Action effected without its written consent (which shall
not be unreasonably withheld). In addition, the Company will not, without prior written consent of
DLI, settle, compromise or consent to the entry of any judgment in or otherwise seek o termmunate
any pending or threatened Action in respect of which indemnification or contribution may be sought
hereunder (whether or not any Indemnified Person is a party thereto) unless. such settlement,
compromise, consent or termination includes an unconditional release of each Indemnified Person

who is & party to such Action from all Liabilities arising out of such Action.

In the event that the foregoing indemnity 15 unavailable to an Indemnified Person other than
in accordance with this Agreement, the Company. shall comnbute to the Liabilities and Expenses
paid or payable by such Indemnified Person in such proportion as i appropriate to reflect (i) the
relative benefits to the Company and its shareholders, on the one hand, and to DLJ, on the other
hand, of the malters contemplated by this Agreement OF (i) if the allocation provided by the
immpediately preceding clause is not permitted by the applicable law, not only such relative benefits
but also the relative faujt of the Company, on the one hand, and DLJ, on the other hand, in
connection with the matters &s to which such Liabilities or Expenses relate, as well as any other
relevant equitable considerations; provided that in no event shall the Company contribute less than
the amount necessary to ensure that all Indermnified Persons, in the aggregate, are not liable for any
Liabjlities and Expenses in excess of the amount of fees actually received by DL pursuant 10 this
Agreement. For purposes of this paragraph, the relative benefits to the Comibany and its
shareholders, on the one hand, and to DLJ, on the other hand, of the maners contemplated by this
Agreement shall be deemed to be in the same proportion as (a) the total value paid or contemplated
to be paid or received or contemnplated to be received by the Company or the Company’s

shareholders, as the case may be, in the transaction or \ransactions that are within the scope of this

Agreement, whether or not any such transaction is consummated, bears (o (b) the fees paid 1o DLJ
under this Agreement,

The Company also agrees that no Indemnified Person shall have any Jiability (whether direct
or indirect, in contract or tort or otherwise) 1o the Comnpany for or in connection with advice or
services rendered or to be rendered by any Indemnified Person pursuant to this Agreement, the
iransactions contemplated hereby or any Indemnified Person’s actions or inactions in connection
with any such advice, services or wansactions except for Liabilities (and related Expenses) of the
Company that are determnined by 2 judgment of a court of competent jurisdiction which is no longer
subject to appeal or further review to have resulted solely from such Indemnified Person’s gross
negligence or willful misconduct in connection with any such advice, actions, inactions or Services.

The reimbursernent, indemnity and contribution obligations of the Company set forth herein
shall apply to any modification of this Agreement and shall remain in full force and effect regardless
of any termination of, or the completion of any Indermnified Person’s services under or in connection '

with, this Agreement.
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